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ABSTRACT 

A study analyzed the extent to which escape from or entry 
into low-wage status among adult workers is associated with changes in 
employers and their characteristics. The research used a database that 
consisted of quarterly establishment records of the employment earnings of 
almost all individuals (11,207,031) who worked in Illinois from the first 
quarter of 1990 to the third quarter of 1998. Unemployment insurance and 
administrative records helped provide limited demographic data. The results, 
based on a 5% random sample of records between 1990 and 1995, show 
considerable mobility into and out of low-wage status, even for this sample 
of workers, who did not include student and other young people with low 
attachment to the workforce. They indicate that job changes are an important 
part of the process by which workers escape or enter low-wage status, and 
that changes in employer characteristics help to account for these changes. 
Matches between personal and company characteristics also contribute 
importantly to observed earning outcomes. That is, workers with positive 
personal characteristics and white men are more likely to gain employment 
with/firms that are likely to pay. better wages, while workers with less- 
positive characteristics, minority groups, and women, are more likely to work 
for employers and in industries with lower wages. (Contains 20 references and 
9 tables. ) (KC) 
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ABSTRACT 



In this paper, we analyze the extent to which escape from or entry into low-wage 
status among adult workers is associated with changes in employers and their 
characteristics. We do so using a unique dataset based on individual Unemployment 
Insurance wage records that are matched to household and employer data. Our results 
show considerable mobility into and out of low-wage status, even for adults. They 
indicate that job changes are an important part of the process by which workers escape or 
enter low-wage status, and that changes in employer characteristics help to account for 
these changes. Matches between personal and firm characteristics also contribute 
importantly to observed earning outcomes. 




3 



1 



I. Introduction 

As welfare reform has been implemented throughout the U.S. in the late 1990’s, 
millions of low-wage female workers have entered the labor market. Concerns have been 
raised not only about their ability to find employment, but also about the levels of wages 
and benefits that they earn and their potential for earnings growth over time (e.g., 
Committee for Economic Development, 2000; Strawn et. al. 2001). Indeed, these factors 
will be critical determinants of the extent to which low-wage women will be able to 
escape poverty and achieve economic self-sufficiency for themselves and their families. 
And these issues are clearly just as relevant to low-wage male workers as to their female 
counterparts. 

Yet some very fundamental questions remain about workers in low- wage labor 
markets in the 1990’s and beyond. Among these questions are the following: 

• To what extent do low- wage workers experience enough earnings growth over 
time to “escape” their low-wage or poverty status? 

• Do the processes by which workers escape low-wage status differ across 
demographic groups - especially by gender and age? 

• How important is wage growth within jobs, as opposed to mobility across jobs 
and employers, for those who escape low-wage status? 

• What characteristics of employers contribute the most to success in the low-wage 
market, and which workers are matched to these employers? How important is the quality 
of that match for achieving success in the low-wage market, as opposed to individual 
skills and other attributes? 
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These issues are critical to the development of effective welfare-to-work policies, 
as well as policies for other low-wage workers (as funded by the Workforce Investment 
Act or more broadly). For instance, they are critical for understanding the extent to which 
job search and job placement strategies can be successful in helping low- wage workers 
escape poverty, or the extent to which placement or even training efforts should be 
targeted towards specific sectors and the skills that are relevant there. 

Yet, despite the fairly fundamental nature of these questions, relatively little is 
known about these issues. Several studies of turnover and its effects on wage growth 
have been done using data from the National Longitudinal Survey of Youth (NLSY79) - 
such as those by Royalty (1998), Holzer and Lalonde (2000), and Gladden and Taber 
(2000). For instance, these studies clearly indicate the fairly positive effects of voluntary 
(or job-to-job) turnover on wage growth, and the more negative effects of involuntary (or 
job-to-nonemployment) turnover. 1 The returns to work experience for low-wage workers 
have also been documented in this work (particularly by Gladden and Taber and also by 
Burtless, 1995). But the NLSY79 contains very little information on the characteristics of 
the employers of these workers; and it is too small to analyze employment and dynamics 
for detailed groups of low-wage workers, and particularly adults. Furthermore, much of 
the data are from the 1980’s, though low-wage labor markets have likely evolved a good 
deal since that time. 

Other studies have focused on the role of employers and their characteristics or 
hiring behaviors in determining which less-educated workers get hired into different 
kinds of jobs (e.g., Bishop, 1993; Holzer, 1996); and on the role of employers in the 
wage-determination process (Groshen, 1991; Abowd, Kramarz and Margolis, 1999; 
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Abowd and Kramarz, 1999; Lane et. al., 2000). The latter, in particular, represent the 
latest in a long tradition of work that focuses on the “person” v. the “job”, and on the 
extent to which there are “good” v. “bad” jobs for the same less-skilled individuals. 

These papers have often used data from particular surveys of employers and/or matched 
data on employers and some of their employees. But the samples used in this body of 
work have generally been fairly small, often limited to particular firms or sectors of the 
workforce; while the work on larger samples has sometimes mostly cross-sectional in 
nature - all of which has limited the extent to which we can learn about the dynamics of 
employment and earnings growth for low- wage workers from these studies. 

This paper presents evidence on low-wage workers and their jobs and earnings 
from an important new source of data: the Longitudinal Employer-Household Data 
(LEHD) currently being compiled at the U.S. Census Bureau. These data match the 
universe of Unemployment Insurance wage records over the 1990’s or earlier to data 
from the various household and economic surveys of the Census Bureau, as we describe 
below. The data have been transformed to allow us to analyze a wide range of issues 
regarding workers, their employers, the interactions between them and their dynamics 
over time. 

Using a subsample of LEHD data from the state of Illinois in the 1990’s, we here 
try to establish some important basic facts about the relationships between low- wage 
workers and their employers, how these attachments change over time, and a few of the 
implications of these dynamics for workers and their ability to escape poverty. Definitive 
answers are deferred to future research. We hope that what we generate here will provide 

1 See also Topel and Ward (1992). 
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the basis of additional analyses of these issues in other places and much more specific 
groups, especially once the data have been more completely matched to data on 
household characteristics, worker demographics, and employer characteristics. 

The outline of this paper is as follows: the next section describes the LEHD data 
in more detail, and the particular sample of workers and variables used in the analysis in 
this paper. The following section then presents our empirical results, and then we 
conclude with some discussion of our findings and what they imply about future work in 
this area. 

II. Data and Methods Used 

We take advantage of a new database that enables us to match workers with past 
and present employers, together with employer and worker characteristics. This database 
consists of quarterly establishment records of the employment and earnings of almost all 
individuals who worked in the state of Illinois from the first quarter of 1990 to the third 
quarter of 1998. These type of data have been extensively described elsewhere 
(Haltiwanger, Lane and Spletzer, 2000), but it is worth noting that there are several 
advantages over household based, survey data. In particular, the earnings are quite 
accurately reported: there are financial penalties for misreporting. The data are current, 
and the dataset is extremely large: 57,101,724 observations on 11,207,031 workers. 
Since we have almost the full universe of employers and workers, we can track 
movements across earnings categories and across employers with a great deal of 
accuracy. The Unemployment Insurance records have also been matched to internal 

2 This tradition includes the “dual labor markets” literature of the 1 970’s (e.g., Doeringer and Piore, 1971) 
as well as the “efficiency wage” literature of the 1980’s (e.g., Katz, 1987). 
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administrative records that have information on date of birth, place of birth, race and sex 
for all workers, thus providing limited demographic information. 

There are some clear disadvantages as well. These job-based data are different 
from the worker based data with which many researchers are familiar. Earnings refer to 
quarterly earnings, and we have no information on either wage rates or hours and weeks 

worked. However, this drawback is substantially mitigated by the ability to use recently 

3 

developed econometric techniques (see Abowd and coauthors ) to estimate individual 
worker and firm fixed effects for all individuals in the data. The interpretation of these 
effects for workers is that it is a permanent characteristic of the worker, capturing the 
worker’s average earnings potential when entering the labor market. Thus, workers with 
positive fixed effects are those with relatively high earnings, regardless of the job they 
hold or the firm in which they work - perhaps because of their unobserved ability, skills 
or motivation. The firm fixed effect, on the other hand, is meant to capture unobserved 
heterogeneity such as capital stock, production practices as well as management and 
organizational structure. Thus firms with positive fixed effects pay relatively high wages 
regardless of the workers who fill their jobs. Both effects are estimated from the full 
sample, but are available for use in sub-samples. 

The universal nature of the data also permits us to construct a series of other firm- 
based measures not usually available to the researcher: job creation and destruction, 
worker flows and workforce composition. 

Results presented below are based on a 5% random sample of wage records for 
the state of Illinois between 1990 and 1995. We limit our analysis to workers aged 25-64 
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